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TI TLE 26--1 NTERNAL REVENUE CODE
Subtitle A--lncome Taxes
CHAPTER 1-- NORVAL TAXES AND SURTAXES
Subchapt er B--Conmputation of Taxable Incone
PART [11--1TEMS SPECI FI CALLY EXCLUDED FROM GROSS | NCOVE

Sec. 120. Ampunts received under qualified group | egal services
pl ans

(a) Exclusion by enployee for contributions and | egal services provided
by enpl oyer

Gross income of an enployee, his spouse, or his dependents, does not
i ncl ude- -

(1) anounts contributed by an enpl oyer on behalf of an enpl oyee,
hi s spouse, or his dependents under a qualified group |egal services
plan (as defined in subsection (b)); or

(2) the value of |legal services provided, or ampunts paid for
| egal services, under a qualified group | egal services plan (as
defined in subsection (b)) to, or with respect to, an enployee, his
spouse, or his dependents.

No exclusion shall be allowed under this section with respect to an

i ndi vidual for any taxable year to the extent that the val ue of

i nsurance (whether through an insurer or self-insurance) agai nst |ega
costs incurred by the individual (or his spouse or dependents) provided
under a qualified group | egal services plan exceeds $70.

(b) Qualified group |legal services plan

For purposes of this section, a qualified group | egal services plan
is a separate witten plan of an enployer for the exclusive benefit of
hi s enpl oyees or their spouses or dependents to provide such enpl oyees,
spouses, or dependents with specified benefits consisting of persona
| egal services through prepaynment of, or provision in advance for, |ega
fees in whole or in part by the enmployer, if the plan neets the
requi rements of subsection (c).

(c) Requirenents
(1) Discrimnation

The contributions or benefits provided under the plan shall not
discrimnate in favor of enployees who are highly conpensated



(d)

enpl oyees (within the neaning of section 414(q)).
(2) Eligibility

The plan shall benefit enpl oyees who qualify under a
classification set up by the enployer and found by the Secretary not
to be discrimnatory in favor of enployees who are described in
par agraph (1). For purposes of this paragraph, there shall be
excl uded from consi derati on enpl oyees not included in the plan who
are included in a unit of enployees covered by an agreenment which
the Secretary of Labor finds to be a collective bargaini ng agreenent
bet ween enpl oyee representati ves and one or nore enployers, if there
is evidence that group |egal services plan benefits were the subject
of good faith bargai ning between such enpl oyee representatives and
such enpl oyer or enpl oyers.

(3) Contribution limtation

Not more than 25 percent of the ampunts contributed under the
pl an during the year may be provided for the class of individuals
who are sharehol ders or owners (or their spouses or dependents),
each of whom (on any day of the year) owns nore than 5 percent of
the stock or of the capital or profits interest in the enployer.

(4) Notification

The plan shall give notice to the Secretary, in such manner as
the Secretary nmay by regul ations prescribe, that it is applying for
recognition of the status of a qualified group |egal services plan

(5) Contributions

Amounts contri buted under the plan shall be paid only (A to
i nsurance conpani es, or to organi zations or persons that provide
personal |egal services, or indemification against the cost of
personal |egal services, in exchange for a prepaynent or paynment of
a premium (B) to organizations or trusts described in section
501(c)(20), (C) to organizations described in section 501(c) which
are permtted by that section to receive paynents from an enpl oyer
for support of one or nore qualified group |egal services plan or
pl ans, except that such organi zations shall pay or credit the
contribution to an organi zation or trust described in section
501(c)(20), (D) as prepaynents to providers of |egal services under
the plan, or (E) a combination of the above.

O her definitions and special rules
For purposes of this section--
(1) Enpl oyee
The term "~ enployee'' includes, for any year, an individual who
is an enployee within the neaning of section 401(c)(1) (relating to

sel f - enpl oyed i ndi vi dual s) .

(2) Enpl oyer



(e)

An i ndi vidual who owns the entire interest in an unincorporated
trade or business shall be treated as his own enployer. A
partnership shall be treated as the enployer of each partner who is
an enpl oyee within the nmeani ng of paragraph (1).

(3) Allocations

Al | ocations of ampunts contributed under the plan shall be nade
in accordance with regul ati ons prescri bed by the Secretary and shal
take into account the expected relative utilization of benefits to
be provided from such contributions or plan assets and the manner in
whi ch any prem um or other charge was devel oped.

(4) Dependent

The term "~ dependent'' has the neaning given to it by section
152.

(5) Exclusive benefit

In the case of a plan to which contributions are nmade by nore
than one enpl oyer, in determ ning whether the plan is for the
excl usive benefit of an enployer's enpl oyees or their spouses or
dependents, the enpl oyees of any enployer who maintains the plan
shall be considered to be the enpl oyees of each enpl oyer who
mai ntai ns the pl an.

(6) Attribution rules

For purposes of this section--

(A) ownership of stock in a corporation shall be determ ned
in accordance with the rules provided under subsections (d) and
(e) of section 1563 (without regard to section 1563(e)(3)(0Q)),
and

(B) the interest of an enployee in a trade or business which
is not incorporated shall be determi ned in accordance with
regul ati ons prescribed by the Secretary, which shall be based on
principles simlar to the principles which apply in the case of
subpar agraph (A).

(7) Time of notice to Secretary
A plan shall not be a qualified group |egal services plan for
any period prior to the tine notification was provided to the
Secretary in accordance with subsection (c)(4), if such notice is
given after the tine prescribed by the Secretary by regulations for
gi ving such notice.
Term nation

This section and section 501(c)(20) shall not apply to taxable years

begi nni ng after June 30, 1992.

(f)

Cross reference

For reporting and recordkeepi ng requirements, see section
6039D.



(Added Pub. L. 94-455, title XXI, Sec. 2134(a), Cct. 4, 1976, 90 Stat.
1926; anmended Pub. L. 97-34, title VIII, Sec. 802(a), Aug. 13, 1981, 95
Stat. 349; Pub. L. 97-448, title I, Sec. 108(a), Jan. 12, 1983, 96 Stat.
2391; Pub. L. 98-612, Sec. 1(a), (b)(3)(A), Oct. 31, 1984, 98 Stat.
3180, 3181; Pub. L. 99-514, title X, Secs. 1114(b)(3), 1151(c)(3),
(g9)(1), 1162(b), Oct. 22, 1986, 100 Stat. 2450, 2503, 2506, 2510; Pub

L. 100-647, title |, Sec. 1011B(a)(31)(B), title IV, Sec. 4002(a),
(b)(1), Nov. 10, 1988, 102 Stat. 3488, 3643; Pub. L. 101-140, title Il
Sec. 203(a)(1l), (2), Nov. 8, 1989, 103 Stat. 830; Pub. L. 101-239, title
VIl, Sec. 7102(a)(1l), Dec. 19, 1989, 103 Stat. 2305; Pub. L. 101-508,
title XI, Sec. 11404(a), Nov. 5, 1990, 104 Stat. 1388-473; Pub. L. 102-
227, title |, Sec. 104(a)(1l), Dec. 11, 1991, 105 Stat. 1687.)

Pri or Provi sions

A prior section 120, act Aug. 16, 1954, ch. 736, 68A Stat. 39,
related to statutory subsistence all owance received by police, prior to
repeal by Pub. L. 85-866, title I, Sec. 3(a), (c), Sept. 2, 1958, 72
Stat. 1607, effective with respect to taxable years ending after Sept.
30, 1958, but only with respect to amounts received as a statutory
subsi stence al |l owance for any day after Sept. 30, 1958.

Amendnent s

1991- - Subsec. (e). Pub. L. 102-227 substituted "~ June 30, 1992'' for
" Decenber 31, 1991''

1990- - Subsec. (e). Pub. L. 101-508 substituted " Decenber 31, 1991’
for " Septenber 30, 1990''.

1989- - Subsec. (b). Pub. L. 101-140, Sec. 203(a)(1l), amended subsec.
(b) toread as if anmendnments by Pub. L. 99-514, Sec. 1151(c)(3), had not
been enacted, see 1986 Amendnment note bel ow

Subsec. (c)(2). Pub. L. 101-140, Sec. 203(a)(2), anmended par. (2) to
read as if amendnments by Pub. L. 100-647, Sec. 1011B(a)(31)(B), had not
been enacted, see 1988 Amendment note bel ow

Pub. L. 101-140, Sec. 203(a)(1l), anended par. (2) to read as if
anmendnents by Pub. L. 99-514, Sec. 1151(g)(1), had not been enacted, see
1986 Amendnent note bel ow.

Subsec. (e). Pub. L. 101-239 substituted " "taxable years beginning
after Septenber 30, 1990'' for "~ “taxable years ending after Decenber 31,
1988' ' .

1988- - Subsec. (a). Pub. L. 100-647, Sec. 4002(b)(1), inserted at end
""No exclusion shall be allowed under this section with respect to an
i ndi vidual for any taxable year to the extent that the val ue of
i nsurance (whether through an insurer or self-insurance) agai nst |ega
costs incurred by the individual (or his spouse or dependents) provided
under a qualified group | egal services plan exceeds $70.'

Subsec. (c)(2). Pub. L. 100-647, Sec. 1011B(a)(31)(B), substituted
““there shall'' for ““there may'' and "~ “who are'' for ~~who may be''’

Subsec. (e). Pub. L. 100-647, Sec. 4002(a), substituted "~ 1988'' for
T1987' .

1986- - Subsec. (b). Pub. L. 99-514, Sec. 1151(c)(3), anmended subsec.
(b) generally. Prior to amendnment, subsec. (b) read as follows: " For
purposes of this section, a qualified group | egal services planis a
separate witten plan of an enployer for the exclusive benefit of his



enpl oyees or their spouses or dependents to provi de such enpl oyees,
spouses, or dependents with specified benefits consisting of persona

| egal services through prepaynment of, or provision in advance for, |ega
fees in whole or in part by the enployer, if the plan neets the

requi rements of subsection (c).'

Subsec. (c)(1). Pub. L. 99-514, Sec. 1114(b)(3)(A), substituted
" highly conpensated enpl oyees (within the neaning of section 414(q))'
for “~“officers, sharehol ders, self-enployed individuals, or highly
conpensated' ' .

Subsec. (c)(2). Pub. L. 99-514, Sec. 1151(g)(1l), substituted " For
pur poses of this paragraph, there may be excluded from consi deration
enpl oyees who may be excluded from consi derati on under section 89(h).’
for " For purposes of this paragraph, there shall be excluded from
consi deration enpl oyees not included in the plan who are included in a
unit of enployees covered by an agreenent which the Secretary of Labor
finds to be a collective bargai ni ng agreenent between enpl oyee
representatives and one or nore enployers, if there is evidence that
group legal services plan benefits were the subject of good faith
bar gai ni ng between such enpl oyee representatives and such enpl oyer or
enpl oyers.'

Subsec. (d)(1). Pub. L. 99-514, Sec. 1114(b)(3)(B), struck out
reference to self-enployed individuals in heading, and substituted
"“The'' for "~ The term “self-enployed individual' nmeans, and the'' in
text.

Subsec. (e). Pub. L. 99-514, Sec. 1162(b), substituted "~ Decenber
31, 1987'' for " December 31, 1985"'

1984- - Subsec. (e). Pub. L. 98-612, Sec. 1l(a), substituted " Decenber
31, 1985'' for " December 31, 1984"'

Subsec. (f). Pub. L. 98-612, Sec. 1(b)(3)(A), added subsec. (f).

1983--Subsec. (e). Pub. L. 97-448 substituted " This section and
section 501(c)(20) shall not apply'' for "“This section shall not
apply''.

1981- - Subsec. (e). Pub. L. 97-34 added subsec. (e).

Ef fective Date of 1991 Anmendnent

Section 104(b) of Pub. L. 102-227 provided that: " The amendnent
made by this section [amending this section] shall apply to taxable
years begi nning after December 31, 1991.°

Ef fecti ve Date of 1990 Anmendnent

Section 11404(c) of Pub. L. 101-508 provided that: " The amendnents
made by this section [amending this section and repealing provisions set
out below] shall apply to taxable years begi nning after Decenber 31
1989.""

Ef fective Date of 1989 Anendnents

Section 7102(b) of Pub. L. 101-239 provided that: "~ The anendnent
made by subsection (a) [amending this section] shall apply to taxable
years ending after Decenber 31, 1988.'

Amendment by Pub. L. 101-140 effective as if included in section
1151 of Pub. L. 99-514, see section 203(c) of Pub. L. 101-140, set out



as a note under section 79 of this title.

Ef fecti ve Date of 1988 Anendnent

Amendment by section 1011B(a)(31)(B) of Pub. L. 100-647 effective,
except as otherw se provided, as if included in the provision of the Tax
Ref orm Act of 1986, Pub. L. 99-514, to which such anmendnent rel ates, see
section 1019(a) of Pub. L. 100-647, set out as a note under section 1 of
this title.

Section 4002(c) of Pub. L. 100-647 provided that: " The amendnents
made by this section [amending this section and section 125 of this
title] shall apply to taxable years ending after Decenber 31, 1987.°'

Ef fecti ve Date of 1986 Anendnent

Amendnment by section 1114(b)(3) of Pub. L. 99-514 applicable to
years beginning after Dec. 31, 1987, see section 1114(c)(2) of Pub. L
99-514, set out as a note under section 414 of this title.

Amendrent by section 1151(c)(3), (g)(1) of Pub. L. 99-514
applicable, with certain qualifications and exceptions, to years
begi nning after Dec. 31, 1988, see section 1151(k) of Pub. L. 99-514, as
anmended, set out as a note under section 79 of this title.

Section 1162(c) of Pub. L. 99-514 provided that:

"7 (1) Subsection (a).--The anendnments made by subsection (a)
[amendi ng section 127 of this title] shall apply to taxable years
begi nni ng after Decenmber 31, 1985.

"7 (2) Subsection (b).--The anendnment made by subsection (b)
[amendi ng this section] shall apply to years ending after Decenber 31
1985.

"7 (3) Cafeteria plan with group | egal benefits.--1f, within 60 days
after the date of the enactnent of this Act [COct. 22, 1986], an enpl oyee
el ects under a cafeteria plan under section 125 of the Internal Revenue
Code of 1986 coverage for group | egal benefits to which section 120 of
such Code applies, such election may, at the election of the taxpayer,
apply to all legal services provided during 1986. The precedi ng sentence
shall not apply to any plan which on August 16, 1986, offered such group
| egal benefits under such plan.'

Ef fecti ve Date of 1984 Anendnent

Section 1(d)(1) of Pub. L. 98-612 provided that: ~ The amendnent
made by subsection (a) [amending this section] shall apply to taxable
years ending after Decenber 31, 1984.'

Amendment by section 1(b)(3)(A) of Pub. L. 98-612 effective Jan. 1
1985, see section 1(d)(2) of Pub. L. 98-612.

Ef fecti ve Date of 1983 Anendnent

Amendrent by Pub. L. 97-448 effective, except as otherw se provided,
as if it had been included in the provision of the Econom ¢ Recovery Tax
Act of 1981, Pub. L. 97-34, to which such anendnent rel ates, see section
109 of Pub. L. 97-448, set out as a note under section 1 of this title.



Ef fective Date

Section 2134(e) of Pub. L. 94-455, as anended by Pub. L. 95-600,
title VII, Sec. 703(b)(1), Nov. 6, 1978, 92 Stat. 2939; Pub. L. 97-34,
title VII'l, Sec. 802(b), Aug. 13, 1981, 95 Stat. 349; Pub. L. 99-514,
Sec. 2, Cct. 22, 1986, 100 Stat. 2095, provided that:

(1) In general.--Except as provided in paragraph (2), the
anmendnents nmade by this section [enacting this section and section
501 of this title] shall apply to taxable years beginning after
Decenber 31, 1976.

"7 (2) Notice requirenent.--For purposes of section 120(d)(7) of
the Internal Revenue Code of 1986 [formerly |I.R C. 1954] the tine
prescribed by the Secretary of the Treasury by regul ations for
giving the notice required by section 120(c)(4) of such Code shal
not expire before the 90th day after the day on which regul ations
prescri bed under such section 120(c)(4) first beconme fi nal

"7 (3) Existing plans.--

" (A) For purposes of section 120 of the Internal Revenue

Code of 1986, a witten group | egal services plan which was in

exi stence on June 4, 1976, shall be considered as satisfying the

requi rements of subsections (b) and (c) of such section 120 for
the period ending with the conpliance date (determ ned under

subpar agraph (B)).

"7 (B) Compliance date.--For purposes of this paragraph, the
term “conpliance date' nmeans--

““(i) the date occurring 180 days after the date of the
enactnment of this Act [Oct. 4, 1976], or

“(ii) if later, in the case of a plan which is
mai nt ai ned pursuant to one or nore agreenents which the
Secretary of Labor finds to be collective bargaining
agreenents, the earlier of Decenmber 31, 1981, or the date on
which the last of the collective bargaining agreenents
relating to the plan term nates (deternm ned w thout regard
to any extension thereof agreed to after the date of the
enactnment of this Act [Oct. 4, 1976]).'

Regul ati ons

Secretary of the Treasury or his delegate to issue before Feb. 1
1988, final regulations to carry out anendnents made by section 1114 of
Pub. L. 99-514, see section 1141 of Pub. L. 99-514, set out as a note
under section 401 of this title.

Ext ensi on of Enpl oyer-Provided G oup Legal Services

Section 104(a)(2) of Pub. L. 102-227 provided that: ““In the case of
any taxable year beginning in 1992, only amounts paid before July 1
1992, by the enployer for coverage for the enployee, his spouse, or his
dependents, under a qualified group | egal services plan for periods
before July 1, 1992, shall be taken into account in determ ning the
amount excl uded under section 120 of the Internal Revenue Code of 1986
with respect to such enpl oyee for such taxable year.'



Special Rule for Taxable Years Beginning in 1990

Section 7102(a)(2) of Pub. L. 101-239 provided that in the case of
any taxabl e year beginning in 1990, only amounts paid before October 1,
1990, by the enployer for coverage for the enployee, his spouse, or his
dependents under a qualified group |egal services plan for periods
before October 1, 1990, would be taken into account in determning the
anount excl uded under this section with respect to such enpl oyee for
such taxable year, prior to repeal by Pub. L. 101-508, title Xl,
Sec. 11404(b), Nov. 5, 1990, 104 Stat. 1388-473.

Nonenf orcenent of Amendnent Made by Section 1151 of Pub. L. 99-514 for
Fi scal Year 1990

No noni es appropriated by Pub. L. 101-136 to be used to inplenent or
enforce section 1151 of Pub. L. 99-514 or the anendnents made by such
section, see section 528 of Pub. L. 101-136, set out as a note under
section 89 of this title.

Pl an Amendnents Not Required Until January 1, 1989

For provisions directing that if any amendments made by subtitle A
or subtitle C of title XI [Secs. 1101-1147 and 1171-1177] or title XV
[ Secs. 1800-1899A] of Pub. L. 99-514 require an anendnent to any plan
such plan amendnment shall not be required to be made before the first
pl an year beginning on or after Jan. 1, 1989, see section 1140 of Pub
L. 99-514, as anended, set out as a note under section 401 of this
title.

St udy and Report

Section 2134(d) of Pub. L. 94-455 provided that a conplete study and
i nvestigation with respect to the desirability and feasibility of
continuing the exclusion fromincone of certain prepaid group |ega
services benefits under section 120 of the Internal Revenue Code of 1954
be made by the Secretary of Labor and the Secretary of the Treasury,
with a report to the President and the Congress not |ater than Dec. 31,
1980.

Section Referred to in Other Sections

This section is referred to in sections 414, 501, 3121, 3306, 3231
6039D of this title; title 42 section 4009.



